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The Pennsylvania Racehorse Gaming and Development Act(Aaif 2004 permitted slot
machine gaming at seven racetrack and seven non-racettatkis. It was designed to provide
property tax relief, promote economic development, andnhance horse racing and breeding.
The four funds in the table below, along with the residetdined by the gaming licensee, were
set up to satisfy legislative intent.

Statutory Percent of Gross Percent of Gross Terminal Revenue

Terminal Revenue after before Deduction of Promotional
Gaming Revenue Recipient Promotional Allowances Allowances — FY08
State Gaming Fund — Slot Machine Tax 34% 31.0%
State Gaming Fund — Local Share Assessment 4% 3.6%
PA Gaming Economic Development Fund 5% 4.6%
PA Race Horse Development Fund (PRHDF) 12% 10.9%
Retained By Licensee (residual) 45% 49.9%

By design, as new stand-alone Category 2 and 3 casinas @n-line, the percent of revenue
paid by each licensee to the Pennsylvania Race Horse Pewvaibd Fund (PRHDF) will fall
below the effective 2008 contribution of 10.9%.

As in other racino states, provisions were made to gtemdive racing. The PRHDF was
established to receive a statutory allocation of slathim@ gaming revenue for the race horse
industry including purses and breeder awards. Purses suppoddiug which creates jobs and
spending in Pennsylvania. Purses and breeder awards promotersedreeding with related
spending, jobs creation and green space preservation.

The interrelationship between slot machine gaming and macgewagering at a racino has
been examined in comprehensive statistical studies infsat other states. Results show that:
* placing slot machines at a racetrack will significantdguce horse race wagering as
customers may now bet on the available gaming productlbasa@n horse racing.
* the presence of live and simulcast wagering at a raeamslto significant increases in slot
machine wagering.

In “The Economic Impact of Slot Machines on PennsylvaniR&si-Mutuel Wagering
Industry: Benchmarking the Industry, 2006, 2007, 2008”, the Gamingd ®&woard found that:

* on-track parimutuel wagering declined with the introductioslaffs.

« inter-state wagering on exports of Pennsylvania’s livedoaces increased 31%.

! The increase was 22%, adjusted for inflation.
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* gross terminal revenue from slot machine wagering was up ldn2%ce days.

* purses paid in Pennsylvania, the indicator of quality of radmgeased by 186% from
2006 through 2008. This improved the racetracks’ national rankings

 the number of live races increased 33% from 7,958 in 2006 to 10, 2088.

All of these findings confirmed prior expectations and iadécations of the success of Act
71 with respect to support of the Pennsylvania race horsemdust

Table games legislation is currently being considered to permit tablengaaithe licensed slot
machine gaming facilities in Pennsylvania. Following is a summaipndihgs in this study.

Results of prior statistical analyses of the impadabfe games on slot machine wagering at
other jurisdictions have concluded that:

* slot machine wagering declines 8%-13% with table games atirsfasino. The impact

varies directly with the number of table games.

» on-track horse race wagering declines with the additidalié games at a racino.

On the positive side, adding table games to the slot maftharenas been found to:

* increase total gaming revenue even with the decline imschine revenue.

* increase non-gaming revenue such as from food, beverddedying operations.

Issues Associated With Table Gaming in Pennsylvania

» Competition.Competition from neighboring states is ramping up. Slatitme gaming has
been approved in Maryland and Ohio. In existing border gamingsstatslot-racino is
being considered for Aqueduct and table games have been apprd¥eldware. A local
referendum for table games may be under consideratiadhgdCharles Town, WV racino.

* Revenue Shares DistributiorShares from table games revenue, as currently proposed in
HB 21 and SB 1033, are different than shares from slot macbusnue. The share of
table game revenue for the state tax is reduced under bitgh The share to local
governments is reduced (HB21) or eliminated (SB 1033). Reveraresskto both the
economic development fund and the PRHDF are eliminatddr both bills. The foregone
revenue from state and local governments, economic deweldpand the race horse
industry accrues to the racino operator. Comparing Pennsykzaotber states,

* N0 casino gaming state in the United States makes adiisti between the percent of
slot machine or table game revenues allocated to retspien

* lowa, the first state to permit table games at slatimme racinos makes no distinction
between the percent of revenues from slots and talolesecipients, including
government and purses.

* West Virginia, the second state to permit table gameslod machine racinos does
make a distinction between the percent of revenues $lots and tables to recipients,
including government and purses.

* Mountaineer Racino Case Studyn analysis of changes in slot machine and total (siet pl
table) revenue at Mountaineer Park in 2008 compared to 2006 tiege was no
competition from Pennsylvania and no table games, showed tha

2The increase was 167%, adjusted for inflation.
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* slot machine revenue, adjusted for inflation, decreasedd&9o factors such as new
competition from PA racinos and the introduction ofeéaidmes.

» adding table games offset part of the decline but totahteystill fell 8%.

« if revenue allocations to recipients from tables haehldde same as for slots in West
Virginia, as in all casino states and the lowa @bte racinos, revenue to government,
the race horse industry and the racino operator wowkl le@ve decreased 8%, equal to
the decrease in total (slot plus table) revenue.

* the effect of reducing government and race horse industsnue shares from table
games with a corresponding increase in racino operat@nue, created unintended
winners and losers at Mountaineer Park. Total table arideslenues to government
and the race horse industry fell 15% while racino operat@nues increased 1.5%.

« Effective Gaming Tax Rates.

« all casino gaming states in 2008, except West Virginid,dupal effective payments to
government from both slot machines and table game revamgéng from as low as
7.4% in Nevada to as high as 36% in lllinois.

» compared to other casino and racino gaming states, Pennayisani the upper tier
below five other racino states including the bordem@siates of DE, NY and WV.

e compared to other casino and slot-table racino stags)silvania’s table games tax
would rank in the lower tier under provisions of HB 21 and18B3.

* Slots-Tables Revenue Comparison

* statistics given in the Mountaineer Gaming Group, Inc. 18AKual Report indicated
that average daily revenue per table game position atMwintaineer, WV racino,
was double that of average daily slot machine win.

* in the same Annual Report, food, beverage and lodging reveveressaid to have
increased as a result of table games.

* table revenue as a percent of total revenue varies %%-17% in the Midwest casino
states to 22% in West Virginia and over 30% in Atlantity Gnd Nevada. The
relatively high percentage of table games revenue int Wieginia could possibly be
due to the low after-tax treatment of tables versuts glelative to a more market-
oriented decision based on revenue-neutral equal aftéreent of slots and tables.

Review of Innovation Group Study

Thalheimer Research Associates was asked by the Pemmaylzquine Coalition to
review and comment on the Innovation Group’s Technical Mangum, “PA Table Games
Impact”, April 2009. The review is included in the body of oyore. We refer to the report
as the 1G Report. Some of the relevant findings fraimreview were:

* Neither statistical nor conclusive ad hoc evidence wasented to support the claim that
the introduction of table games results in an increaset machine revenue.

» The IG Report excludes slot-machine gaming states froooitgparative effective tax rate
table and uses a 55% effective gaming tax rate for Pennsylv@inis rate includes
payments to the PRHDF which are not payments to gownrnihe effective rate also
does not take into account the deduction of promotioadl Ipy the gaming licensees from
gross gaming revenues. Making these adjustments for copao the other racino states
with which Pennsylvania competes, the effective 2008 calgmdarrate was 39.2%.
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» The IG Report assumes a 12% table games tax rate, afhactibe of promotional play.
SB 1033 also uses a 12% table games state tax rate and pfovidegpayments to other
revenue recipients. Although not discussed in the IG Remorreduction in state
government’s share from table games below that froomsdwhines could create losses to
government.

» The IG Report discusses, in general terms, capitabprdating expenses for table games
but provides no quantitative information on these costs.

* The IG Report does not discuss table games revenue whiehbkan found to be higher
per position than that of slot machine revenue. The piolity and feasibility of table
games depends on after-tax consideratiotmtifrevenues and expenses.

Additional Comments

* To the extent that lower revenue shares to horseganithe state result in less racing,
current slot machine gaming revenues will be adversely affect

» Changing the allocation of revenue to recipients ftabte games versus slot machines has
resulted in creation of winners and losers not intendéeiriginal enabling slot machine
legislation. The creation of unintended winners and ogéren slot revenue decreases, is
not dependent on whether the loss in slot revenue s fedble games, competition, or
other factors (ex. changes in the economy).

» There is a point at which gaming taxes may stifle investmequired for racinos/casinos to
be competitive with gaming venues in competing gaming sta#esomparison with
payments to government in other gaming states was madeeamsylvania ranked below
five other gaming states.

 This study did not specifically address the issue of tabiteegarofit
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An Analysis of Slot Machine and Proposed Table Gaming Legislatiom Pennsylvania
With Emphasis of Their Effect on the Pennsylvania Race Horsedustry

Introduction

In this study the effect of the Pennsylvania Racehom®i®y and Development Act (Act
71) of 2004 permitting slot machines at the Pennsylvania rakstr@nd other locations is
discussed. Emphasis is placed on Act 71's effect oneéhadylvania race horse industry. This
discussion is followed by an analysis of the potentieces of proposed legislation to permit
table games at licensed gaming facilities in Pennsylvania.

Reasons for Permitting Alternative Gaming at Parimutuel Rac&acks

Nationally, horse race wagering has been in a statdeofine for over three decades.
Adjusted for inflation, wagering on horse racing in thetéshiStates has decreased 52% from its
peak in 1978 through 2086The reasons for this decline are well known and, iniquaat,
include the introduction and growth of state lottery argintagaming over the period. Published
statistical analyses of parimutuel horse race wagerinvg fiaund that the introduction and
growth of casino gaming has reduced horse race wageriagedtacks in New Jersey by 30% to
39%. Similarly, the introduction of state lotteriesvarious states and at various times has been
found to reduce horse race wagering by anywhere from 10% t8 36%

As horse race wagering has declined, so have purses ffeenen funded out of that
wagering. Recognizing this well-documented threat to theeh@sng and breeding industry, a
number of states have permitted racetracks to expandptiogiuct line to offer alternative forms
of gaming, i.e. casino style gaming, at their locatioacd®racks with casino gaming are referred
to as “racinos”. Currently, 14 states including Pennsylvaoifi@r such gaming alternatives at
their racetracks.In most cases, racino legislation provides for fundifigurses from gaming
revenue at racetracks to offset the decline in pursestlgirelated to the decline in parimutuel
wagering caused by casino and lottery competition.

3 Association of Racing Commissioners, Inc., “Pari-MutugtiRg, A Statistical Summary”, 1960-2006.
* For a review of the economic literature on the effect ofpmiition on horse race wagering, see, for
example, Thalheimer, R., and Ali, M. M., “Pari-Mutuebtde Race Wagering-Competition from Within
and Outside the Industry”, Chapter 1, Handbook of Sports aettery Markets Hausch, D.B., and
Ziemba, W.T., editors, Elsevier Press, 2008.

®> AL (Class Il Slots 2003), AR (Electronic Games of Sk06), DE (VLT’s 1995, tables/sports 2009),
FL (Card Rooms 1996, Slots 2006), IA (Slots 1995, Tables Dec. 2008|ots 2008), LA (Slots,
2002), ME (Slots 2005), MN (Card Rooms 2000), NM (Slots 1998), NYT{¥2004), OK (Class Il
Slots 2005), RI (VLT’s 1992), PA (Slots 2006), WV (VLT's 1990/1994hi€a 2007).
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The Importance of Purses and Live Racing to the Race Hordedustry

Purses are the “lifeblood” of the race horse industoyiding revenues directly to horsemen
who compete at a state’s racetracks. Purse revemaensd by horsemen for their operations as
a result of training their horses to win purse revenueedféor races at a state’s racetracks. The
greater the number of live races offered at a stadestracks, adequately funded by purses, the
greater the viability of the race horse industry in thattestJobs and spending associated with the
care and maintenance of horses are created every dagea id kept in training or racing at a
racetrack and so they increase with the number of &igee days offered at a state’s racetracks.
The level of purses reflects the quality of races comduat a racetrack. Higher purses denote
better quality race horses and competition. Racetnasfomers wager on these races providing
revenue to the racetrack. Similarly, customers at viagydocations in other in-state and out-of-
state locations wager on simulcasts of the live raoduymt at their respective venues providing
additional revenue to the racetrack conducting the &ces.

In addition to the racetrack and the race horse owaewt sectors of the race horse
industry, there is a third industry sector - race horsederee While purses provide revenues
directly to horsemen (owners and trainers) through wirmnafgheir horses, purses and breeder
awards also provide revenues to race horse breederas Ibden shown through statistical
analysis that as purses increase there is an increasg® isupply of foals, yearlings and
associated breeding stock (mares and stallions). Thecingfapurses on breeding is not
immediate since there is a time lag during which breedest breed new mares and bring the
resulting foals to market in response to increases amligg revenue. Agricultural jobs are
created in direct proportion to the care and maintenamecuired for maintaining mares,
stallions, foals, weanling and yearlings on race horsensfarAs purses increase, these
agriculturally related jobs increase as Well.

The Interrelationship of Slot Machine Gaming and ParimutuelWagering at Racetracks-
Evidence from Statistical Analyses

The effect of placing slot machines at racetracks (oa¢irs discussed in this section of the
report.

The Relationship of Slot Machine Gaming to Horse Racé/agering at a Racino

The introduction of slot machines at racetracks (ragihas resulted in a decline in inflation-
adjusted on-track (live and import simulcast) wagering. é&g@mple, in a published statistical
analysis of the introduction of a limited number of VL&isMountaineer Park racetrack in West
Virginia in 1990, parimutuel handle was found to have decli24%.’ In an update and
expansion of the earlier statistical analysis of Mainger Park, the increase of number of
VLT'’s from 400 to 3,000 was found to have caused a 39% dedreasetrack (live and import

® Neibergs, J.S. and Thalheimer, R., “Price ExpectatmasSupply Response in the Thoroughbred
Yearling Market, Journal of Agricultural and Applied Econcsn1997.

"Thalheimer, R. (1998), “Parimutuel Wagering and Video Ganfingacetrack Portfolio”, Applied
Economics
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simulcast) parimutuel horse race wagefinbhese results suggest that when slot machines are
made available at racetracks, existing customers wilthla new games and reduce their betting
on horse races at the racetrack. The results afggest that new racetrack customers attracted by
the availability of slot machine gaming do not bet on thesd races offered to any great extent.

While statistical analyses have shown that on-trackenocaice wagering at a racino declines
with the availability of slot machines, the abilitydrport simulcasts of live races at the racino to
other state and national betting locations has beerd fauincrease dramatically. For example,
prior to 2001, Mountaineer Park did not export the simulaafsits live races to other state and
national locations due to lack of demand. In 2008, hafidie the export of live races at
Mountaineer was $363 milliohThe significance of the growth in export handle is thBW
(advance deposit wagering) and internet betting are yp®sitieas of growth in horse race
wagering made possible in many cases by significant in@@asbe quality of races at racinos
due to large increases in purses funded by slot machine revenue.

The Relationship of On-Track Horse Racing to Slot Machin€&aming at a Racino

The presence of live racing at a racino has been faurestlt in an increase in slot machine
wagering at the facility. For example, in the publishedisgtical analysis of horse racing and slot
machine gaming at Mountaineer Park racino mentioned abowasi found that slot machine
(VLT) wagering increased significantly when live and impsimulcast racing were offeréd.
Results of the analysis indicated that slot machine mragevould have decreased 18% if live
racing were to have ceased at Mountaineer Park. The pees®nyear-round racing at
Mountaineer increased slot machine wagering and reveffiigesly to cover the cost of VLT
generated purses and to contribute to other operating ¢dktsm@acino.

A similar conclusion was reached in a recent stagisiamalysis of racing and gaming at
Prairie Meadows racino in lowd.In that study, using monthly data from 1993 through 2008, it
was found that the presence of live horse racing gestki@tl2.9% increase in slot machine
wagering in months when it was offered. Similarly, grewth in import simulcast horse races
per day generated a 13% increase in slot machine wagering.ths earlier statistical analysis
of Mountaineer Park, the presence of live and simuleasgering increased slot machine
wagering and revenue sufficiently to cover the cost ofgsuend contribute to other racino
operating costs.

8 Thalheimer, R. (2008), “Government Restrictions and the Defiearigasino and Parimutuel
Wagering”, Applied Economi¢2l0(6).

 West Virginia Horse Racing Commission, 2008 Annugidre

¥ Thalheimer, R. (2008), “Government Restrictions and the Defiearigasino and Parimutuel
Wagering”, Applied Economi¢2l0(6).

" Thalheimer Research Associates (2008), “An EcononaitisBtal Analysis of Racing and Slot Machine
Wagering at Prairie Meadows Racetrack and Casino®©”.
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Pennsylvania Slot Machine Gaming

In this section of the report the rationale and eadylte of permitting slot machine gaming
in Pennsylvania are discussed. The emphasis in this sectmm tise effect of slot machine
gaming on the Pennsylvania race horse industry.

Pennsylvania Slot Machine Gaming Legislation

The Pennsylvania Racehorse Gaming and Development Att7(Awof 2004 was designed
to'?

* Provide property tax relief

* Reinvigorate the Pennsylvania horse racing industry

* Spur economic development

e Set up an oversight agency

Emphasizing its importance in permitting slot machine gammnéennsylvania, the race
horse industry is specifically referenced in (2) andof4he Legislative Intent section of Act 71
authorizing limited gaming as followa Pa. Code §110%)

(2) The authorization of limited gaming by the installation and operation ofr&ghines
as authorized in this part is intended to enhance live horse racing, breeding
programs, entertainment and employment in this Commonwealth (emphasis added).

(3) The authorization of limited gaming is intended to proaddgnificant source of new
revenue to the Commonwealth to support property taxfreliage tax reduction,
economic development opportunities and other similar iivéia.

(4) The authorization of limited gaming is intended to positively assist the
Commonwealth’s horse racing industry, support programs intended to faster
promote horse breeding and improve the living and working conditions of personnel
who work and reside in and around the stable and backside areas of the rlacetrac
(emphasis added).

(5) The authorization of limited gaming is intended to provid®ad economic
opportunities to the citizens of this Commonwealth aradl $e implemented in such
a manner as to prevent possible monopolization by eshaidi reasonable
restrictions on the control of multiple licensed gagni facilities in this
Commonwealth.

(6) The authorization of limited gaming is intended to ewckathe further development
of the tourism market throughout this Commonwealth,uiiclg, but not limited to,
year-round recreational and tourism locations in tlisn@onwealth.

Act 71 provided for seven Category 1 gaming licensees (racetl@cknachine facilities),
five Category 2 gaming licensees (stand-alone slot machailéiés) and two smaller Category

12 Melinda M. Tucker, Director of Racetrack Gaming, Petvasya Gaming Control Board, July 2, 2009,
HBPA Summer Convention, June 30-July 3, 2009, Charlestown, WV.
134 Pa. Code §1102 (Pennsylvania Code, Title 4, Amusements|.Rzaiing; Chapter 11, §1102).
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3 gaming licensees. For the first six months, CategondiCategory 2 licensees can have up to
3,000 slot machines. After six months, Category 1 and Cat&glizensees, subject to approval,

can have up to an additional 2,000 slot machines. Categorgrisdies can have up to 500 slot
machines.

Category 1 and Category 2 licensees must pay an initialimeelicense fee of $50 million.
There are provisions for return of all or part of théiah license fee if certain provisions,
including increasing the statutory maximum number of perbiesdicensed facilities. Category
3 licensees must pay an initial one-time license feg5omillion. Permitting gaming licenses
restricted in number and location, creates monopolyitprodrt of which may accrue to the state
and other legislatively specified programs.

Currently there are six operational Category 1 licehsee a seventh whose gaming license
is currently under review. The Licensees are listedvwaelo
» Existing racetracks:
* Mohegan Sun at Pocono Downs (harness)
» temporary casino opened Nov. 2006, permanent casino opdn&d(08
* Philadelphia Park (thoroughbred)
* temporary casino opened Dec. 2006
* The Meadows (harness)
e temporary casino opened June 2007, permanent casino opene20April
* Hollywood Casino at Penn National (thoroughbred)
» permanent casino opened February 2008
* Newly constructed racetracks:
» Harrah’s Chester Downs (harness)
e casino open Jan. 2007
* racing commenced Sept. 2007
* Presque Isle (thoroughbred)
e casino open Feb. 2007
* racing commenced Sept. 2007
» Valley View Downs (harness)
* not open (racing license granted, gaming license under review)

In addition to the Category 1 licensees listed abowesetlare currently three operational
Category 2 licensees, Mount Airy (October 2007), Sands B&ttks (May 2009), and Rivers
(August 2009).

As pointed out earlier in this report, live racing isesgml to the race horse industry.
Without live racing, or with only limited live racing, thability of a state’s race horse industry
would be in doubt and there would be little economic impédche race horse industry on the
state’s economy. The importance of live racing to Pemasid is noted in the code by the
requirement of Category 1 licensees to conduct a mmimumber of live race daya Pa. Code
§1303) A new licensee that has previously not conducted livaganoust conduct a minimum of
150 days of live racing two years following the issuance Gategory 1 license. For all other
Category 1 licensees which have conducted live racing feaat two years prior to the issuance
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of a Category 1 license, live racing must be conducteatfdeast 95% of the total number of
racing days scheduled in 1986 at that racetrack.

Slot machine revenue, gross terminal revenue, less prarabtalowances and certain
administrative deductions, is distributed as shown lolela.

Table 1: Allocation of Gross Terminal Revenue FY08

Statutory Percent of Gross Percent of Gross Terminal Revenue

Terminal Revenue after before Deduction of Promotional
Gaming Revenue Recipient Promotional Allowances Allowances — FY08 (1)
State Gaming Fund — Slot Machine Tax 34% 31.0%
State Gaming Fund — Local Share Assessment 4% 3.6%
PA Gaming Economic Development Fund 5% 4.6%
PA Race Horse Development Fund (PRHDF) (2) 12% 10.9%
Retained By Licensee (residual) (3) 45% 49.9%

(1) Promotional plays were 8.94% of gross terminal revenue in FY08. Gross revenue before any adjustments was
$1,774,071,542.

(2) Maximum contribution for each licensee.

(3) Each Category 1 licensee is required to pay $5 million over the initial five-year period following the initial issuance of a
Category 1 slot machine license, and an amount between $250,000 and $1 million for the following five years, for the
improvement and maintenance of the backside area at its facility.14

Source: Pennsylvania Gaming Control Board.

The last column of Table 1 gives the “effective” petceaid out of slot machine gaming
revenue as a percent of gross terminal revenue (amdaysdpless amount paid out in prizes)
before any adjustments. Promotional play deduction® Be9% of gross terminal revenue in
FY08. For this reason, the percent of gross terminalnteveeffectively returned to each
statutory recipient was reduced by 8.9%. Similarly, theehsee’s residual share of gross
terminal revenue was effectively increased by 8.9% from #548.9%.

The amount of revenue to the PRHDF to be distributedatth €Category 1 licensee is
computed as 18% of gross terminal revenue less deductions,esumwver all Category 1
facilities. All three categories of licensees maketdbutions to the PRHDF. Each gaming
licensee contributes to the PRDHF in proportion to iteqarof total gaming revenue summed
across all gaming licensees. The contribution of easfirgplicensee to the PRHDF is capped at
12% of gross terminal revenue at its facifityAs more Categories 2 and 3 licensees come on-
line the contribution to the PRHDF increases until théntpat which the 18% maximum
distribution for each Category 1 racetrack is reachedhileMhere is a 12% maximum
contribution for each facility according to the alidion formula, as contributions to the PRHDF
from the Category 2 and 3 casinos increase, requiredilmaign of each facility to the PRHDF
will fall below 12%. This, in turn, will lead to an in@se in the amount retained by the licensee.

4 Pa. Code §1401

4 Pa. Code §1405.

(b) “...., the licensed gaming entity’s assessment &lgalhe percentage of each licensed entity’s gross
terminal revenue, equal to an amount calculated asrlAtiplied by “B”, with “A” being equal to each
licensed gaming entity’s gross terminal revenuetat tay divided by the total gross terminal revenue
for that day from all licensed entities, and “B” bemual to 18% of that days’ gross terminal revenue for
all active and operating Category 1 licensees conductingdoieg.”

(c) “Dally assessment cap. — If the resulting daily ss®sent for a licensed gaming entity exceeds 12% of
that entity’s gross terminal revenue for the day litensed gaming entity shall pay a daily assessnfent o
12% of its gross terminal revenue for the day.
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As pointed out earlier in this report, purses and breedards are the “life’s blood” of the
race horse industry. Recognizing the importance of purses bagedder awards to the
Pennsylvania race horse industry, the State legislatungdpd by statute for the following
distribution of PRHDF funds from each Category 1, 2 dac3lity at its maximum contribution
of 12% of gross terminal revenue after deductions:

* 80% (of 12%) or 9.6%% for purses
* 16% (of 12%) or 1.92% for breeder awards
* 4% (of 12%) or 0.48% for health and pension benefitsdosdmen

Impact of Pennsylvania Slot Machine Gaming Legislation on th&ace Horse Industry

The introduction of slot machine gaming at licensed faedliin Pennsylvania has had the
desired effect on the race horse industry. The Pennsylaaming and Control Board has
published a comprehensive review of the effects of tmednttion of slot machine gaming on
the State’'s race horse industry entitled, “The Econoimpact of Slot Machines on
Pennsylvania’s Pari-Mutuel Wagering Industry, Benchmarkiegltidustry, 2006, 2007, 2008”
(PGCB Benchmarking Study$.Many of the findings of this report are incorporatea ittte
following discussion.

Impact of Slot Machine Gaming on In-State Parimutuel HorseRace Wagering

The evidence of the effect of casino-type gaming oséhaaice wagering described earlier in
this report is that parimutuel horse race wagering, adiusteinflation, decreases significantly
when faced with casino-type competition in the markea.ale addition, the existing evidence
indicates that when slot machine gaming is introduced oprdmaises of a parimutuel racetrack,
on-track handle decreases significantly. In Pennsylvahia, introduction of slot machine
gaming at both racetrack (Category 1) and non-racetraatedGries 2 and 3) gaming facilities
has created competition between those facilitiesi-rRatuel handle at an existing Category 1
facility is expected to decrease with gaming competitiom other Category 1, 2, and 3 gaming
facilities. On-track parimutuel handle at each existiagetrack is expected to decrease even
more from the addition of slot machine gaming to thailifac As reported in the PGCB
Benchmarking Report, total betting on parimutuel horsengaici Pennsylvania from all sources,
including on-track, off-track wagering facilities, and beem racetracks, was found to have
decreased 15% from 2006 through 2008. Adjusted for inflation,abe-gparimutuel handle
decreased 21% from 2006 through 2008. Gaming was not availableo&irof the 2006 base
year period - one month at Philadelphia Park and two maaitiPocono Downs. On the other
hand gaming was fully phased in at all six operationak@atl 1 racetracks in 2008. The
finding that in-state parimutuel handle decreased signtficaven with the addition of two new
racetracks in 2007 (Harrah’s Chester and Presque Isle) sumising given the evidence cited
earlier in this report.

% Tucker, M. M., and Kile, K. C. (2009), The Economigokmat of Slot Machines on Pennsylvania’s Pari-
Mutuel Wagering Industry: Benchmarking the Industry, 2087, 2008Pennsylvania Gaming Control
Board.
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Impact of Slot Machine Gaming on Live Racing

Legislation permitting racetracks to have slot maclgaming in Pennsylvania recognizes
the importance of live racing and stipulates that livengabe preserved at existing racetracks
and expanded with the addition of racing at new racetrd&sause of the ability to have slot
machine gaming at racetracks, two new Pennsylvania racetrackdeen constructed (Presque
Isle and Harrah’s Chester). A third potential licenseel€yaView Downs) has been granted a
harness racing license and its gaming license is diyn@mder review. As reported in the PGCB
Benchmarking Report, the number of live races incred8&t from 7,958 in 2006 to 10,578 in
2008. As mentioned earlier, live racing creates jobs anddsmerassociated with the care and
maintenance of horses every day a horse is in tragringcing in Pennsylvania.

Impact of Live Racing on Slot Machine Wagering

As mentioned earlier, statistical analysis of sla@ichine wagering at both Mountaineer Park,
WV and Prairie Meadows, IA racinos indicate that thespnce of live racing at the racinos
results in a significant increase in slot machine wagerifhis finding has been confirmed for
the Pennsylvania racinos. As reported in the PGCB BemngimgaReport, gross terminal
revenue from slot machine wagering at Category 1 licensasslW.2% higher on race days
compared to non-race days.

Impact of Slot Machine Gaming on Purses

Purses paid in Pennsylvania increased by 186% from $62.3 million to $hillio® from
2006 through 2008 as reported in the PGCB Benchmarking Reporttédijios inflation, this
was a 167% increase. The increase in purses supports néivembycing but also the race horse
breeding industry in the state, as intended.

Impact of Purses from Gaming on Relative National Ranking of PARacetracks

Purses paid by a racetrack are an indication of the qudligces at that racetrack relative to
those offered at other racetracks. Appendix 1 shows théQdJ. S. racetracks with 10 or more
days of racing in 2008 ranked by average daily purse. In 200&iPlpitda Park ranked 13n
the U.S.(up from 32% in 2005), Presque Isle, 2iand Penn National #6(up from 6@ in
2005)!" Appendix 2 shows U.S. harness racetracks with 10 or dmys of racing in 2008
ranked by average daily purses offered. In 2008, Harrah’s €hestked 3, Pocono ranked"
and The Meadows ranked'7n the U.S. It can be seen that the payment of purses $lot
machine revenues has resulted in high quality racing indy&mmia.

17 Based on data from the article: Hammonds, Evan lesire Drop", The Blood Horddarch 7,
20009.
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Impact of Purses from Gaming on Exported Live Races to OuBf-State Wagering Sites

The prior evidence is that higher purses, funded by revaome $lot machine wagering,
result in a significant increase in wagering on expblitee horse races simulcast from a state’s
racetracks to out-of-state wagering locations at naticand international locations. Not
surprisingly, this was also the case in Pennsylvania withathent of purses funded from
gaming revenues. As reported in the PGCB Benchmarking Reinbet;state exports of
Pennsylvania’s live horse races increased 31% from 2006 through&Zdj08ted for inflation,
this was a 22% increase.

Impact of Purses from Gaming on Pennsylvania Race Horse Breedj Industry

The impact of an increase in purses and breeder awardseobreéeding industry is not
immediate since there is a lag between the increagearling revenue and the time it takes to
breed new mares and bring the resulting foals to maBeested on prior evidence, the impact on
the Pennsylvania breeding industry from increasing purses sheatiine evident in the next
several years.

The Relationship of Table Gaming to Slot Machine and ParimutuéVNagering-
Evidence from Statistical Analysis

Statistical analysis of factors affecting changedahrmachine wagering (handle), rather than
slot machine revenue, is the preferred way to accuratedyrdime the effect of table games (or
other factors) on slot machine revenue at a casinoaimord Using statistical analysis, the
effect on slot machine wagering from offering table gamedetermined by “statistically”
holding constant changes in other factors including win pénedich also affect slot machine
wagering over the estimation period. Since the chanpandle is estimated, “holding constant”
changes in win percent, the change in revenue (handie gercent) is equivalent to the change
in handle An insight into what might be expected when table gaanesncluded in the gaming
mix can be obtained from a review of the economiagamhing literature.

A comprehensive statistical analysis of factors #ffigcslot machine handle at 24 riverboat
and 3 racino markets in the Midwestern states of iBinmwa and Missouri has been published

'8 Changes imevenueifandle x win %)are affected not only by changes in the “explandturtors”
affectinghandle,but also by independent changesvin % which are multiplied times handle, independent
of changes in those factors affecting handle. Ti@ates a statistical problem since, each facttigsteon

slot revenue is not estimated “holding constantbdler factors as in the more accurate estimateg skt
machinehandleas the variable of interest. Estimates using revasube variable of interest may still
provide insight into economic relationships althoughasoaccurate as those using handle. The literature
review in this report does not include articles anrdationship of factors affectimgvenueincluding table
games, for the reasons given. Examples of revenuiestr@: Levitsky, I., Assane, D., and Robinson, W.,
Applied Economics Letters7, 2000, Thalheimer, R. and Ali, M.M., 40(18), 2008.
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in a peer-reviewed economics journal. One finding of thadlystwas that the presence and
growth in table games resulted in a 13% reduction in slothimachandle, holding constant
changes in other factors affecting changes in slothmachandle such as number of slot
machines, slot machine win percent, population-weighted sibgemsarket area customers to the
gaming facility and to competing gaming facilities, and masket incomé?

The only known statistical analysis of factors dffeg slot machine handle at a racino with
table games, was of Prairie Meadows, lowa, the fasino in the United States to have table
games (December 2004). In that study, using monthly data fromtbh@ffh 2006, it was found
that slot machine handle decreased 8% after the introductitable games, holding constant
changes in other factors also affecting slot machimelleaover the period such as number of
slots machines, slot machine win percent, days of liveeh@asng, number of import horse race
simulcasts per day, quality horse races, competitian fsther gaming venues, and market area
income. It was also found that parimutuel revenue deatesigeificantly with the addition of
table game&®

Results of these statistical analyses indicatedtiding table games to the gaming mix at a
casino or racino has resulted in an 8%-13% decline in sahime handle. This implies that
existing customers who wager on slot machines will swstine of their play to wager on tables
games when this alternative becomes available. Algdigchis that while some new customers
who are attracted to the table games may also plasidhenachines, the net effect is not enough
to counter the reduction in slot machine play from exgstinstomers. Finally, the impact of
table games on slot machine handle increases at a degreste with an increase in the number
of table game&® It should be noted that inflation-adjusted total (sldisptable) revenue
increased over the study period.

Potential Table Games at Pennsylvania’s Slot Machine Racinos/Caes - Issues

The following discussion investigates reasons for, andpttential impact of, permitting
table games at Pennsylvania’s licensed slot machine gamitigefsc

Competition from Other States for Current Pennsylvania Gming Licensees

One of the rationales for permitting table games anbed Pennsylvania gaming facilities,
as it was for permitting slot machines, is the condbat Pennsylvania will faced increased
competition from gaming venues in surrounding states. €igjuon the following page gives the
locations of current and expected gaming facility locetim Pennsylvania. As can be seen from
the map, the Pennsylvania gaming locations currently facepetition from casinos in the
bordering state of New Jersey and racinos in the boglstates of Delaware, New York and
West Virginia. Table games were placed at two of tle ¥West Virginia racinos — Mountaineer

¥ Thalheimer, R. and Ali, M.M., ““The Demand for QasiGaming", Applied Economic85(8): 2003.

% Thalheimer Research Associates, “An Economic-Statisficallysis of Racing and Slot Machine
Wagering at Prairie Meadows Racetrack and Casino©” | ABri2008.

L Since in these estimates win percent is “held cotistdue change in handle is equivalent to a change
in revenue (handle x win percent).
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and Wheeling beginning in 2007 and at Tri-State, in August of 20@8 fdurth racino, Charles
Town, currently does not have table games but is &igib have them, subject to local
referendum. Agueduct racetrack in New York is scheduldoetmme a racino with 4,500 slot
machines. The New York racinos do not currently havestgaines although legislation is being
considered to permit electronic table gaming there. Det@awaginos currently have electronic
table games, and legislation has just been passed fegnidble games and sports betting at
those locations.

There are two new competitors in Pennsylvania’s gamingkehaMaryland passed a
constitutional amendment in 2008 permitting 15,000 slot mastahéve locations in the state.
Ohio has recently permitted slot machine gaming under tie ®ittery at its seven racetracks
by Executive Order.

The addition of table games to existing slot-only racimposcompeting states such as
Delaware and West Virginia could possibly lead to a dseraga slot machine revenue in
Pennsylvania. A statement to this effect can be foundlar2008 SEC filing of Penn National
Gaming, Inc.’s Annual Report (10-K) under the Competitioigecin that report the following
statement is made (p. 9).

“Any other significant increase in the competition in tegion, including the approval to
operate table games at our property in West Virginia, dcawggatively impact the
operations of Hollywood Casino at Penn National Racarse.”

Figure 1: Pennsylvania and Surrounding States Gaming Locations
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Table Games Experience - Mountaineer Casino, Racetrack Resort

MTR Gaming Group, Inc. (MTR), is a publicly traded companyhwiacino properties
including Presque Isle Downs & Casino in Erie, Pennsylvamd ®lountaineer Casino,
Racetrack & Resort in the border state of West ViegiMTR also owns another racetrack in a
state bordering Pennsylvania, Scioto Downs Raceway im@uig, Ohio, which has just (2009)
become eligible for a racino license, along withgheother Ohio racetracks.

Since MTR is publicly traded, information on its expecenvith table games is informative
and well documented in the 2008 10-K Annual Report filed wightthited States Securities and
Exchange Commission. Following is the Corporation’suison of operating results (pp. 31-
32):

“During the year ended December 31, 2008, Mountaineer's operasults (particularly

gaming and food, beverage and lodging) benefited, as exp&cedthe introduction of

poker and table games in the fourth quarter of 2007, but contiouée adversely
affected by competition, primarily from the implememat of slot operations in
Pennsylvania. Net revenues increased by $28.6 million, or 1(@&fsarily due to a

$24.1 million increase in gaming revenues. Net revenuesedrom food, beverage and
lodging operations increased by $4.6 million, and net reveeaesed from other
sources, including parimutuel commissions, increased by $1l®mmiPromotional

allowances increased by $1.4 million. Mountaineer's opgrathargin increased to
12.1% in 2008 from 11.0% in 2007".

As anticipated, broadening the gaming mix available to cis®ivy adding table games
to the existing slot machine product resulted in an increaseerall gaming revenues. An
interesting observation made above is that revenues fomw, beverage and lodging
operations also increased. Such ancillary revenues taiae@ entirely by the racetrack and
are not subject to state and local gaming taxes or paymgnirses and breeder awards for
horsemen who race their horses at the racetrack.

On the other hand, as expected, slot machine revenu@sedeaVer the period. This decline
was attributed by the Corporation to continued competitiomfthe Pennsylvania racinos. It
should be noted that Presque Isle which opened Februa®p@8,was open a full 10 months
that year and the Meadows which opened on June 11, 2007 waeration for little over a half
year in 2007. It should also be noted that table gamesngtaith poker tables, were introduced
in October 2007. For this reason, 2008 was the first full-f@rameasuring the impact of table
games on slot machine revenues at Mountaineer. Accordimgido statistical studies cited
earlier in this report the introduction of table gamesxpected to contribute to the decline in
slot machine gaming, adjusted for inflation, in 2008.

When comparing slot machine and table game revenues ibrsnative to compare average
daily revenue yields from each. Average daily win per slodl per table game were also
mentioned in the operating results section of MTR’s 1@Werage daily win per slot was found
to have decreased from $194 in 2007 to $175 in 2008. Average daily wialfergame was
reported as $2,104 per day over the same period. Assuming siioqger table game for
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comparison’s sake, the average daily win per table gamequositiuld have been $351 per day
in 2008 or about twice that of average daily slot machime w

In MTR'’s discussion of operating results, the Corporasitates (p. 33):

“We believe table games at Mountaineer will continuertbance its competitive position
by drawing new customers and driving increased play fromewsisting customers,
which may contribute to Mountaineer's gaming revenue growth.”

This observation lends support to the findings of prior skzisanalyses cited earlier in this
report that the introduction and growth of table gamedtsesua decline in slot machine handle.

The picture becomes clearer when the changes in revemaeljasted for inflation. Table 2
gives a comparison of changes in inflation-adjusted miathine and total (slot machine plus
table game) revenue for the 2006-2008 calendar years.

Table 2: Inflation-Adjusted Changes in Mountaneer’s Gross Gaming Revenue 2006-2008

Inflation-Adjusted
Inflation-Adjusted Gross Gaming VLT Revenue
Gross Gaming VLT Revenue* plus Table Game Revenue*
2007 over 2006 -14.5% -13.5%
2008 over 2007 -12.9% 6.6%
2008 over 2006 (adjusted for inflation to 2008) -25.5% -7.8%

*Gross gaming revenue adjusted for inflation using U.S. Dep't of Labor, Bureau of Labor Statistics CPI (consumer price index).
CPI: 201.6 (2006), 207.3 (2007), 215.3 (2008). Inflation Rates: 2006-2007 (2.8%), 2007-2008 (3.9%), 2006-2008 (6.8%).

Note: Number of slot machines (rounded), was 3,200 in 2006, 2007, 2008.

Computations: Thalheimer Research Associates.

Gaming Data Source: West Virginia Lottery, on-line VLT and table games statistics aggregated from fiscal to calendar year basis.
Inflation Data Source: U.S. Department of Labor, Bureau of Labor Statistics, consumer price index (CPI-U).

Note that slot machine revenues were found to havengechimost 15% in 2007. This was
largely attributable to the introduction of competitioonfr Pennsylvania over a 10 month period
since poker and table games were not available for mostheofyear at Mountaineer. The
additional decline in 2008, may be due, in part to, continuorgpetition from the same two
Pennsylvania racinos and also, in part, to the introduofitable games at Mountaineer. Factors
such as expanding Mountaineer’s hours of operation totyviear hours per day, seven days
per week also need to be considered when evaluatingfédet ef competition and table games
on slot machines. Over the two year period 2006 through 2008,mslohine revenue at
Mountaineer fell more than 2585 The addition of table games for the full year 2008 offse
decline in slot machine revenue resulting in an overall 8%ingem gaming revenues for the
two year period. Only a statistical analysis of alitées affecting changes in gaming revenue
over the period would be able to isolate the effectsoofipetition and the introduction of table
games on revenue at Mountaineer.

*The 2006 base year for comparison was free of competitionfesmsylvania racinos and from the
effect of introduction of table games. 2006 base year resemere adjusted by inflation to 2008 to
enable a comparison to 2008 revenue with fully phased in {lgang& racinos competition and fully
phased in table games.
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Proposed Table Game Legislation

Two table games bills, HB 21 (June 17), the Table GamesoAr#tion and Control Act,
and SB 1033 (July 17) have been introduced in the 2009 Sesslmn Ennsylvania legislature.
The introduction of these bills formalizes the intentdoyne in Pennsylvania to legalize table
gaming at the State’s licensed gaming facilities. Both béipiire a table games license fee of
$10 million. A review of the bills as introduced revealswanber of differences between the
intent of expanding gaming at licensed slot machine gamuilitiess and expanding gaming at
those facilities by permitting them to add table gamesh&r tgaming mix. The revenue
provisions of HB 21 and SB 1033 are much different than tbbdee Pennsylvania Gaming and
Race Horse Development Act (Act 71) of 2004. Table 3 givesraparison of revenue to
recipients from HB 21 and the two Senate table game bills

Table 3: Revenue Distribution Comparison: PA Gaming and Race Horse Development Actvs. HB 21 and SB 10 33

Slot Gaming Statutes Table Gaming Bill Table Gaming Bill
Fund Act 71 HB 21 SB 1033
State Tax 34% 18% 12%
Local Share Assessment 4% 2% 0%
PA Economic Development and Tourism Fund 5% 0% 0%
PA Race Horse Development Fund (PRHDF) 12% 0% 0%
PA Department of Agriculture 0% 1% 0%
Retained by Licensee 45% 79% 88%

As can be seen, the state tax from table games rev@subeen reduced from 34% for slot
machines under Act 71 to 18% for table games under HB 21 and A@86 8B 1033. The local
share assessment under HB 21 has been reduced 50% from 4% wod2%HB 21 and
eliminated under SB 1033. Both HB 21 and SB 1033 eliminate fundingh@& Economic
Development and Tourism Fund and the PRHDF. Under thgoged table games legislation as
set forth in HB 21 and SB 1033, it can be seen that eaghierdcof slot machine revenue
provided for in Act 71 would receive reduced or no share oétgaimes revenue. There would
be a corresponding increase in the residual share mthinehe licensee from 45% of slots
revenue under Act 71 to 79% of table revenue under HB 21 andi88ét SB 1033.

Treatment of Revenue from Slot Machines and Table Games @ther Gaming Jurisdictions

Table 4 gives a comparison of effective payments to govent in 19 gaming states.
Statutory gaming revenue allocations to purses and breededs in racino states are not
included as payments to government since they are paymoeetits race horse industry as are
payments to racetrack (racino operators) in thosesstdh a number of states, payments to
purses are by contract, not statute, between the ragiemator and horsemen/breeders and are
not listed separately in state-reported gaming revenustgtstiin two non-racino states, New
Jersey and lllinois, the casino industry funds purggplements to racetracks. Pennsylvania
ranks sixth of the seven top-tier tax states which loaeeall effective tax rates above 35%. The
table games rate of 12% state tax as set forth in SB B#D8321% stafé and local tax as set
forth in HB 21, would rank Pennsylvania in the lower tiestates with both slots and tables.

% Includes 1% payment to the Department of Agriculture.
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Table 4: Effective Slot Machine and Table Games Tax

Rate Comparison of Gamin

States, 2008

Effective Effective Overall
Under Slots & Tables Payments to % Gov't % Gov't Effective

State Lottery? | Period Revenue Government Slots Tables % Gov't

Rhode Island — Slot Racinos (1) Yes | FY08 $477,873,837 | $295,934,665 61.9% na 61.9%
New York - Slot Racinos (2) Yes | CALO8 $965,074,376 | $526,420,981 54.5% na 54.5%
Florida — Slot Racinos (3) No | CALO8 $245,783,459 | $122,891,730 50.0% na 50.0%
West Virginia - Slot/Table Racinos (4) Yes | CALO8 $952,806,592 | $430,652,227 46.8% 29.5% 45.2%
Delaware - Slot Racinos (5) Yes | CALO8 $588,923,000 | $245,588,700 41.7% na 41.7%
Pennsylvania — Slot Casinos/Racinos (6) No | CALO8 $1,774,071,542 | $694,693,276 39.2% na 39.2%
lllinois — Boats (7) No | CALO8 $1,568,727,252 | $565,743,916 36.1% 36.1% 36.1%
Indiana — Boats No | FY08 $2,571,122,756 | $818,976,188 31.9% 31.9% 31.9%
Missouri — Boats No | FY08 $1,636,277,856 | $428,646,319 26.2% 26.2% 26.2%
New Mexico — Slot Racinos No | FY07 $244,295,449 $63,516,817 26.0% na 26.0%
lowa — Slot/Table Racinos (8) No | FY08 $462,973,626 | $111,888,846 24.2% 24.2% 24.2%
lowa — Boats No | FY08 $952,404,225 | $214,233,624 22.5% 22.5% 22.5%
Louisiana - Boats/Land Based No | FY08 $2,223,092,961 | $478,101,753 21.5% 21.5% 21.5%
Maine — Slot Racino (9) No | CALO8 $50,515,383 $17,257,428 16.6% na 16.6%
Louisiana - Slot Racinos (10) No | FY08 $384,375,242 $58,309,724 15.2% na 15.2%
Oklahoma - Slot Racinos No | CALO8 $92,476,585 $13,330,884 14.4% na 14.4%
Colorado — Limited Gaming Casinos No | FY08 $773,392,238 | $108,176,398 14.0% 14.0% 14.0%
Mississippi — Boats No | FY08 $2,721,139,216 | $344,588,730 12.7% 12.7% 12.7%
New Jersey — Atlantic City Casinos (11) No | CALO8 $4,503,128,873 | $417,069,092 9.3% 9.3% 9.3%
Michigan - Detroit Casinos No | CALO8 $1,359,584,635 | $121,040,829 8.9% 8.9% 8.9%
Nevada — Casinos No | CALO8 $11,071,784,348 | $814,450,405 7.4% 7.4% 7.4%

Notes:

(1) Payments to purses are not statutory and not part of gov't share. Government (Lottery) pays for slot machines and maintenance.
(2) Payments to purses are not statutory and not part of gov't share. Purses are by contract between licensee and horsemen'’s organizations.
(3) Payments to purses are not statutory and not part of gov't share. Purses are by contract between licensee and horsemen’s organizations.
(4) Statutory payments to purses b government share. Charles Town didn’t have tables in 2008. Tri-State had tables for part year
in 2008. Effective tables rate is state tax (35%) less purses/breeder awards, racetrack employee pension for the three racinos with tables.
(5) Statutory payments to purses are not part of government share. Delaware racinos did not have table games in 2008. Legislation enabling
table games and sports betting at the Delaware racinos was passed in 2009.
(6) Statutory payments to purses are not included in government share - includes payments to state, local, and economic development funds.
Gross gaming revenue is before promotional allowances.
(7) Purse supplements are paid by largest riverboats to state racetracks.
(8) Statutory payments to purses are not part of government share.
(9) Government gets 1% of gross & 20% of net after deduction of 1% on gross. 19% of net after 1% deduction goes to purses, tracks, otb’s.
(10) Statutory payments to purses are not part of government share.
(11) Gross gaming revenue after adjustments and deduction of promotional allowances. Payments to government include casino
redevelopment authority obligations. Purse supplements were paid to NJ racetracks out of casino redevelopment funds.

Sources:

CO: Department of Revenue, Division of Gaming

DE: Delaware Lottery

FL: Department of Business and Professional Regulation, Division of Pari-Mutuel Wagering
IA: lowa Racing and Gaming Commission

IL: lllinois Gaming Board

IN: Indiana Gaming Commission

LA: Louisiana Gaming Control Board

ME: Department of Public Safety, Gambling Control Board.

MI: Michigan Gaming Control Board

MS: Mississippi State Tax Commission, Miscellaneous Tax Bureau, Casino Gross Gaming Revenues
MO: Missouri Gaming Commission

NJ: New Jersey Casino Control Commission

NM: New Mexico Gaming Control Board

NV: Nevada Gaming Commission, State Gaming Control Board
NY: New York Lottery - Lottery News, Video Gaming Reports
OK: State Auditor & Inspector

PA: Pennsylvania Gaming Control Board

RI: Rhode Island Lottery

WV: West Virginia Lottery

Thalheimer Research Associates (TRA, Inc.)
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Readily apparent from examination of Table 4 is thaienof the gaming states with both slot
machines and table games, with the exception of Westniirgmake a distinction between
taxes on slot machines and taxes on table gahms.s true for all casino states in the U.S. as
well as the first slot machine-table game racino state of lowa.

The fact that all of the casino gaming states have w@dnines, even those in those states with
high tax rates, indicates through market evidence that tetyshes are a profitable addition to the
casino gaming mix.

Table 5 gives the ratio of table revenue to total (slathme plus table) revenue for casino
states and the slot machine-table game racino stateest Wirginia. States with the highest
proportion of table to total revenue are Nevada and Newsey followed by West Virginia.
While Nevada and New Jersey are the two principal gagesgnations in the United States, the
same cannot be said for the West Virginia racino looat The year 2008 was the first full year
for table games in West Virginia after their startu®ictober 2007.

Table 5: Gaming States Table Revenue as Percent of  Total Revenue, 2008

State Table Games Percent of Gross Gaming Revenue
Nevada (1) 33.3%
New Jersey-AC (2) 31.1%
West Virginia (3) 22.1%
Indiana 16.8%
lllinois 12.7%
Missouri 10.7%
lowa-Racinos 10.1%
lowa-Boats 8.8%

(1) Nevada had 199,055 slot machines and 7,150 table games in 2008.

(2) Atlantic City 34,123 slot machines and 1,624 table games in the city in 2008.

(3) Mountaineer and Wheeling Revenue - 2008 was the first full year of tables. Does not include Tri-State (part-year 2008) or
Charles Town (no tables 2008).

Note: MS reports table drop but not table win, LA reports combined slot-table win, Ml reports combined slot-table win.
Source: State Racing and Gaming Commissions and State Lottery for West Virginia.

Thalheimer Research Associates, Inc.

One possible reason for the relatively high proportibtable game revenue in West Virginia
may be the novelty of the new table games first effdor a full year in 2008. Another possible
reason may be the differences in the after-taxrreat of table games and slot machines. Table
games are taxed at a lower rate than slot machines wiaghead to a profit-driven shift from
slot machine to table games play. Racino operatorstimgato the much lower after-tax
treatment for table games, could arrange their gaming flodavor table games more than
without the tax reduction since the potential loss ihr&eenue would be more than offset by the
gain in after-tax table profits. All other casino gamitefes have equal tax rates table games and
slot machines, permitting a more customer-driven allonaif gaming space.

Implications of Differing Revenue Shares from Table and I8t Machine Gaming —
Lessons Learned from Mountaineer

An examination of revenue data from the West Virglniétery on Mountaineer for its first
full year of table gaming in 2008 shows the results ofcating different shares of recipient
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revenue from slot machines and table games. Table gameaieco€$48.8 million was 19% of
the $254.2 million in total table plus slot machine revehae year.

Table 6 compares the effective shares of payments flomnschine and table game
revenues at Mountaineer Park in calendar 2008.

Table 6: Revenue Shares Comparison for Slots and Ta  bles at Mountaineer

Revenue Share Recipient Slot Revenue Effective Shar e Table Game Revenue Effective Share
Government and other 43.8% 29.5% (1)
Racino Operator 44.2% 66% (2)
Purses 10.6% 2.5%
Breeder Awards 1.4% 2.0%

(1) State table games tax is 35% of gross revenue. Effective share is given after deduction of purses/breeder awards and 1%
payment to racetrack employee pension fund.

(2) Residual share plus 1% payment for racetrack employee pension fund from state tax.

Computations: Thalheimer Research Associates

Data Source: West Virginia Lottery, on-line VLT and table games statistics aggregated from fiscal to calendar year basis.

There is a large difference in the distribution ofenrewe shares from slots and tables at
Mountaineer. In effect, payments to government and pinmsestable games are far lower than
their respective payments from slot machine revenues. étagno breeder awards from table
games are slightly greater than from slots. On therdtand, payments from table revenue to the
racetrack operator are about 50% greater than fronrmsiohine revenue.

Table 7 compares the inflation-adjusted change in dveranue and revenue allocated to
each of the recipients for calendar 2008 relative tenckr 2006. Revenue for 2006 which was
free of both the effect of competition from the Pemvania racinos and the introduction of table
games is adjusted for inflation to 2008 for comparison tlendar 2008 revenue when
competition and table games were fully phased in.

Table 7: Percent Change in Inflation-Adjusted Reven  ue by Recipient — Mountaineer 2006-2008

Revenue Share Recipient Slot Revenue Change Blot pl us Table Game Revenue Change
Government and other -26.8% -15.0%
Racino Operator -25.1% 1.5%
Purses/Breeder Awards -22.6% -15.7%
Gross Revenue — All Recipients* -25.5% -7.8%
*Computed as total revenue summed over all share recipients in 2008 vs. 2006 (adjusted for inflation)

Computations: Thalheimer Research Associates

Data Source: West Virginia Lottery, on-line VLT and table games statistics aggregated from fiscal to calendar year basis.

This table illustrates the potential hazard of assigning different studresvenue from table
games and slot machines to recipients when slot machine revenues déoreasereason|f
all recipients of slot revenue had received the samepieot revenue from tables as from slots,
the large reduction in slot revenues averaging 26% oeepé¢hiod would have been reduced to
an equal 8% reduction in total (slot plus table) revenuellt@eaipients. However, since
government and the race horse industry receive gredilged revenue shares from table games,
both lost substantial revenue. On the other hand, #eclss in revenue to these recipients was
redistributed to the racetrack operator, the opera2®® reduction in slot machine revenue was
fully offset by the greater operator table game revehaees

Due to an expected large increase in competition for émagy/lvania racinos from gaming

in neighboring states, slot machine revenue at the lideg@ming facilities in Pennsylvania is
expected to decrease even without the addition of tabtees. The introduction of table games,
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if approved, is further expected to decrease slot machie@ues at these operatiokssing the
results of the Mountaineer experience as an illustration, it can é&e that if revenue shares to
table game recipients are different than those to slot machine eatspithe addition of table
games may not be beneficial to those slot machine revenue recipientsceive a lower share
of table game revenues than they currently receive from slot machines

Review of Innovation Group Report on Potential Pennsylvania Tabl&ames Impact

Thalheimer Research Associates has been asked to rewieeomment on a report which
was circulated to members of the Pennsylvania Legislaotided “PA Table Games Impact,
Technical Memorandum”, Innovation, Group (IG), April 2009. Tdiscussion refers to the
report as the “IG Report” The following review addresses key assumptions and findingi
IG Report. Estimates of revenue from the introductibtable games at licensed Pennsylvania
gaming facilities were not addressed in this review.

1. Effect of Tables on Slot Machine RevenBased on information from lowa and West
Virginia, the 1G Report assumes that slot machine ngeemill increase 3.4% to 3.6% as
a direct result of the introduction of table games (p. 18).

Discussion

lowa

Prairie_Meadows Table games were first introduced in lowa at Prdileadows in
December 2004. In the IG Report’s discussion of the effetable games on the Prairie
Meadows, racino, a comparison is made of slot reveniiec. 03-Nov. 04, before table
games, to Dec. 04-Nov. 05, after table games (p. 10). Ubmig domparison, slot
machine revenue was found to have increased 3.1% while sathe time the number of
slot machines increased 4%. The IG Report estimatesg lsasexperience, that one-half
of the 3.1% increase in tables, or 1.6%, is due to theeaser in the number of slot
machines, suggesting that the increase in slot machineehanilisted for changes in the
number of slot machines was 1.6%.

Using the year-to-year comparison above, if the slgémue figures had been adjusted
for the inflation rate of 3.4% between 2004 and 280&s would be the practice for any
economic study comparing year-to-year growth rates yvemees, and if slot machine
revenues had been adjusted to a per-slot machine basseaccurate estimate of year-
to-year change between 2004 and 2005 would have been -4.4%eAmere accurate
estimate of the effect of table games on slot machavenue would be through a
statistical analysis of table games on slot machineema, “holding constant”
(statistically) changes in other factors affectingt shachine revenue over the estimation
period. Sufficient data exists to perform a statisticallgsis on the effect of table games

* Thalheimer Research Associates has been provided attpyInnovation Group Report for review
by the Pennsylvania Equine Coalition.

*The U.S. Department of Labor, Bureau of Labor Statistesorts the consumer price index (1982-
84=100), the basis of the inflation rate computation, as 188.9 in&2@0495.3 in 2005.
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on slot machine handle at Prairie Meadows. Such a stigthg monthly data from 1993
through 2006, was cited earlier in this report. The estanatpeact of the introduction of
table games on slot machine handle there was found &4 -

The IG Report does not compute the increase in total f&is table) revenue as was
reported below for the West Virginia analysis whererteechange in total revenue was
reported.

Dubugue and Council BluffsTable games were introduced at Bluffs Run (Horseshoe)
and Dubuque Greyhound in March 2006. An analysis of the ingfahe introduction of
table games on slot machine revenue at Bluffs Run (ldbogd was not attempted in the
IG Report due to the stated inability to separate the tabiees effect from that of other
factors such as a major facility expansion and a chanfgeility operator (p. 10). On the
other hand, an estimate of the impact of the introdudfdable games on slot machine
revenue at Dubuque Greyhound Park, where a significantnsd@hine and facility
expansion also occurred, was provided. Slot machine handletprand following the
introduction of table games was reported. An allocatiothefincrease in slot machine
handle (unadjusted for inflation) was made to accoanttat portion of the revenue
increase due to the non-gaming expansion which occurred duringiti@arison period
along with the introduction of table games, and the “rampftgrts from the major slot
expansion a year prior..” (pp. 10-11).

Discussion

As with analysis of the effect of the introduction able games at other locations, the
estimated impacts were not adjusted for inflation. Moreartant however is the candid
observation in the IG Report that other events oauoyiraver the pre- and post-table
games periods made it difficult to separate the effetaldes on slot machine revenue
from that of other events such as the “ramp-up” eftd#cthe large increase in slot
machines a year earlier and non-gaming expansion occurong a&lith table games.
After acknowledging the difficulty of separating the eaghmes effect from that of other
events occurring at the same time, the IG Repoibatés, without explanation, 20% to
30% of the increase in slot revenue to table games angsh& other factors occurring
over the comparison period. We do not dispute the fattsibt revenue increased over
the estimation period. However, an alternate assump#iorbe made, based on statistical
analyses of gaming at other locations, that the inergaslot machine revenue covered a
decrease in slot revenue due to the introduction of table yame netted a positive
increase due to the “other factors” occurring overcthraparison period. In fact, without
a statistical analysis separating the various effectsirring over the comparison periods,
neither the IG Report’'s assumption nor ours can begord¥e might add that since prior
statistical studies cited in this report have showntti@nhegative impact of tables on slot
machine revenue increases with the number of tables, thalgeonegative effect of

% Thalheimer Research Associates , “An Economidssitzl Analysis of Racing and Slot Machine
Wagering at Prairie Meadows Racetrack and Casind@08.
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table games on slot revenue in this case may be srfalethat at other locations which
have a larger number of table games and $fots.

West Virginia

The IG Report (p.9) computes the change in slot revenu&30i7 and 2008 for Wheeling

and Mountaineer to be -13.2% and -7.3%, respectively. cbhelusion is drawn that

since the decline in revenue in 2008 was less than the deck@®®7, the slowing of the

decline suggests a positive impact of tables games onesehues. This finding is

qualified by attributing the reduction of the negative séstenue trend to the slowing of
Pennsylvania competition as well as to introduction oeabl'he increase in total (tables
plus slots) revenue between 2007 and 2008 is computed to be 14%.

As in their analysis of Prairie Meadows above, adjestmfor inflation and for
differences in the number of slot machines should haee beade to make the 2006,
2007 and 2008 slot machine revenue figures comparable. No slotnendhires are
given for 2006. Adjusting the IG Report figures for infteti the decline in slot revenue
would be -15.6% in 2007 and -10.7% in 2688 he decline in slot revenue was over
10% in both years. Much of the decline in revenue in 2007 magttbbuted to the
introduction of competition from two Pennsylvania racinos I0 months of that year
with an additional negative effect from table games daseprior statistical analyses of
the effects of competition and table games on slotlbakdhile the brunt of competition
from the Pennsylvania racinos was likely felt in 2007, theyald have been an increase
in intensity with an additional two months of competitiover the year resulting in a
lesser decline in slot revenue from this source in 2008 fullyephased in effect of table
games could well have accounted for an additional poaddhe 2008 decline. The point
of this discussion is that, without a proper statistcalysis of all factors affecting slot
revenue over the period, any conclusion regarding redsotise decline in slot revenue
are inconclusive. It is, however a fact that slot nexedeclined in 2007 and 2008.

With respect to the IG Report’s computation of the 14étdase in total revenue in 2008,
table games revenue of $5,067,305 in 2007, as reported by theViigsia Lottery,
was not included. Using the numbers in the IG Report, dl tadvenue for 2008 is
compared to total revenue for 2007, including 2007 table games remedaeljusted for
inflation, the increase in revenue is 7.98%. This figulégsahe additional 2008 revenue
from table games netted against the decline in slot rev@imgeincrease in total revenue
is near this report’s computation of a 6.6% increasétfountaineer as shown in Table 2.

The IG Report’s computes an incremental impact of 2008 takknue as a percent of
2007 slot revenue. The Report’s computation of change ih(&ié plus table) revenue
gives the actual incremental impact, netting the irsea table games revenue against
the decline in slot revenue.

" For example in FYQ7, according to lowa Racing and Gamingnilesion data, Prairie Meadows had
55 tables and 1,682 slots and Bluffs Run (Horseshoe) had 65daldlés868 slots.

% The U.S. Department of Labor, Bureau of Labor Statistesorts the consumer price index (1982-
84=100), the basis of the inflation rate computation, as 201.6 & 20d.3 in 2007, and 215.3 in 2008.
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Discussion Summary

The ad hoc comparisons presented in the IG Report dproe¢ that table games result
in an increase in slot machine revenue. Only a statistigdysis over a sufficient period
of time can untangle the effects of table games froneroevents occurring over the
period. Earlier in this report, two statistical anayyséchanges in slot machine wagering
were cited. One report analyzed slot machine wageriRgaatie Meadows, and the other
analyzed slot machine wagering at 24 riverboat and tla@aas in the Midwest. The
introduction and growth of table games was found to hawveltedsin an 8%-13%
reduction in slot machine wagering. The results of siedisanalyses such as these are
the most accurate way to isolate the effect of tghlmes on slot machine wagering from
changes in other factors affecting wagering over acserfitly long estimation period.

Estimated Effect of Table Games on Pennsylvania GamingriRev

The 1G Report estimates that the introduction of tgllaes at the licensed Pennsylvania
gaming facilities will result in an increase in totdb{smachine plus table game) revenue.

Discussion

We do not dispute this finding. However, as mentioned eavherhave found that table
games negatively affect slot machine revenue. Therefegeexpect that table games
revenue will most likely more than offset the reductio slot machine revenue. To the
extent that this potential reduction in slot machineenexe from the addition of table
games is not considered, the IG Report’s estimatedsdddarevenue from table games
will be overstated.

Effective Tax Rate Comparisons

The I1G Report has a table comparing effective tax ratesrious U.S. gaming states
where gaming facilities are permitted to have both slathine and table games. The
conclusion based on this table is that Pennsylvania i®btie highest effective tax rate
states of those offering both table and slot machine gariihg. effective 55% slot
machine tax rate combined with an assumed12% table gamestdag computed to be
46.1%. The 55% slot machine rate assumes that all liceas@tbs are operational.

Discussion

While we do not dispute that Pennsylvania is a relatively [ygming tax state, by
restricting comparisons to states with slot machine aide tgaming, the IG Report
leaves out comparisons to other slot machine-only racatesstThe effective tax rate on
Pennsylvania slot machine revenues is overstated for tbwiiod two reasons:

1. Payments to the PRHDF for purses, breeder awards, asdnmen’s welfare are not

payments to a government agency for taxes or other justsas payments from
gaming revenues to the racino operator are not paymergsviernment. For this
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reason, the reported Pennsylvania slot machine gamingtéaghmauld have excluded
the current effective maximum 10.9% (gross before deductipagiment to the
PRHDF.

As correctly pointed out in footnote 2 of the IG Repand in our report, the
expected maximum payment to the PRHDF per facility will reduced for all

facilities as standalone properties open. This will iaseethe gaming licensee’s
residual share of gaming revenue.

2. According to statute, gross gaming revenue is computed dftduction of
promotional plays. This deduction was 8.9% of gross gamingntee in calendar
year 2008.

Using adjustments given in 1. and 2. above, the effegiayment to government (state
tax, local share assessment fund, economic developamehtourisim fund) from slot
machine revenue should be 39.2% not 55% as given in the IGtRepor

Table 4 in this report gives effective payments to governnientgaming states,
expanded to include slot machine racino states. Pennsytdhlzad a relatively high
effective tax rate at 39.2% in 2008 but ranked below five atheno states including
Florida, Rhode Island and neighboring states of Delavida®, York and West Virginia.

4. Assumption of a 12% State Tax.

One of the assumptions in the IG Report is that of a 3Pate tax on table games
revenue. As in the IG Report, SB 1033 provides for a 12% tstat@ith no distribution
of table games revenue to other recipients.

Discussion

The consequences of decreasing the government’s shatdeofjéanes revenue has been
discussed in this report. West Virginia is the onlyestat which information is available
to examine the potential effect of levying a different tate on table games than on slot
machines In West Virginia, the state tax rate on tghimes is 29.5% The shares to
government and to purses for the race horse industrytiiblea game revenue are much
lower than their corresponding shares from slot maat@menues while the share to the
racino operator is much higher. It was shown in thjgorethat when slot machine
revenue at Mountaineer decreased, even counting faffdetting effect of table game
revenue, government and the race horse industry logmdicant amount of revenue
while the racino operator’s revenues increased.

# payments to government are computed after subtraction froBs%hestate tax of statutorily specified
payments of 2.5% purses and 2% to breeder awards for theAkfgaia race horse industry and another
1% for racetrack employee pensions
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5. Tax Rate Equalization

The IG Report presents reasons for a lower table gaaxesate based on assumed
increased operating and capital costs for table gamewedia slot machines.

Discussion

Table Games Expenses

In the IG Report, the discussion of operating and capikpénditure requirements for
table games is general without specific numeric exasnpialifference in these costs for
table game and slot machine operations. The discussiotiom®nhe requirement of
significant capital costs for space requirements anocadsd amenities for table games
customers. Of course, the same can be said for capitlalys for slot machine facilities.
Significant capital outlays have already been madesfot machine facilities and
accompanying amenities in Pennsylvania. If slot machines teebe increased from
existing levels to the currently allotted 5,000 machinegxating Category 1 and 2
facilities, there would also be a need for significaapital outlays if gaming floor
expansion were required. With the addition of table gataged at a much lower rate, it
may be that table games would now be more likely mupyg space originally planned
for slot machines, therefore reducing anticipated paynfents slot machine revenues to
government and other recipients.

Table Game Revenues

While there will be expenses associated with adding tgéees to the slot machines
currently available at Pennsylvania gaming facilities, #tarn on investment associated
with those costs is not discussed in the 1G Report.

Using information reported in the 2008 Mountaineer Gamingu@y Inc. (MTR) 10-K
Annual Report, average daily win per table game positicviatntaineer was twice that
of average daily slot machine win. MTR’s 10-K also attt@ds table gaming to increases
in food, beverage and lodging revenue.

Table Game Profits

The racino operator will compare the additional cassociated with adding table games
to the current slot machine gaming floor with additionasts to determine if it is
profitable to have table games and, if so, the appropmatebetween table games and
slot machines. Applying a different tax rate to table gaameisslot machines introduces a
non-customer-determined component to the after-tagatiton decision process different
from the customer-driven neutral after-tax decisionglanby all other U.S. casinos.
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Summary and Conclusions

An expressed intent of Act 71 of 2004 was to enhance lnacggy and breeding in the State.
In a report, “The Economic Impact of Slot MachinesRennsylvania’s Pari-Mutuel Wagering
Industry: Benchmarking the Industry, 2006, 2007, 2008, the Pennsylvamnang Control
Board reported findings that indicated the success of Aah accomplishing its intent.

Competition from neighboring states is ramping up. 8lathine gaming has been approved
in Maryland and Ohio. In existing border gaming statesptratino is being considered for
Aqueduct and table games have been approved in DelawarealAdérendum for table games
may be under consideration for the Charles Town, Whca

Table games are currently being considered as an adtitibe existing product line of slot
machines at Pennsylvania gaming facilities. There is a lintiterature on the effect of adding
table games to an existing slot machine gaming floor.s8tatl studies have shown that the
addition of table games will result in a decrease ihralachine wagering and as a consequence,
slot machine revenue. It has also been found that adalodg games increases overall gaming
revenue and non-gaming revenue such as from food, beverddmdging.

However, changing the relative shares from table gamdssét machine revenue to
recipients results in the creation of unintended wisigard losers when slot revenue decreases.
An example was given using data from Mountaineer raagndVest Virginia showing the
consequences of changing relative revenue shares frolen games versus those from slot
machines. The revenue shares to government and purdesdemen from table games in West
Virginia are much lower than those from slot machinesiséquently the residual share which
accrues to the racetrack operator is much higher.rAsudt when slot machine revenue declined
from the introduction of table games and/or competitioomf Pennsylvania racinos at
Mountaineer, both the government and horsemen lost revarare after the addition of table
games revenue. Conversely, the racino operator gainehueyv The Mountaineer example
points out that allocating different revenue sharesftables and slots to revenue recipients may
result in the creation of unintended winners and losdmsnvslot revenue decreases. This may
occur whether the loss in slot revenue is from tgalmes, competition, or other factors (ex.
economic conditions).

Revenue shares from table games, as currently propoddB @1 and SB 1033, will be
different than corresponding shares from slot machinbs. shares of table game revenue to
state and local governments are reduced (HB 21) or elimi{8®dL033) and revenue to the
economic development fund and the race horse indusgryelaminated. The residual share
retained by the operator is correspondingly increasedh@wn in the Mountaineer example, the
differences in allocation of revenue shares to renigi from slot machines and table games may
result in the creation of unintended winners and losers.

Increasing the operator’s share of net income fronetghimes relative to slot machines may

cause the operator to disproportionately reduce slot machelative to tables versus more
market-based decisions based on revenue-neutral equabafteeeitment of tables and slots.
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To the extent that lower revenue shares to horsegao the state result in less racing,
current slot machine gaming revenues will be adversedgiaid since live racing has been found
to increase slot handle.

A review of the Innovation Group’s Report on the potentigdact of the introduction of

table games in Pennsylvania (IG Report) resulted in a nunifiadmgs. Among these were:

* Neither statistical nor conclusive ad hoc evidence wasented to support the claim that
the introduction of table games results in an increase®t machine revenue.

* The IG Report excludes slot-machine gaming states froooitgparative effective tax rate
table and uses a 55% effective gaming tax rate for Pennsylveinis rate includes
payments to the PRHDF which are not payments to gowrrihe effective rate does
not take into account the deduction of promotional paymafise gaming licensees from
gross gaming revenues. Making these adjustments for copao the other racino states
with which it competes, the effective 2008 calendar yaardte was 39.2%.

» The IG Report assumes a 12% table games tax rate, afhectibe of promotional play.
SB 1033 also specifies a 12% table games rate and does not poo\padgments to other
revenue recipients. Such redistribution of recipientesh&rom tables and slots may result
in unintended winners and losers.

» The IG Report discusses, in general terms, capitabprdating expenses for table games
but provides no quantitative information on these costs.

* The IG Report does not discuss table games revenue whiehbkan found to be higher
per position than that of slot machine revenue. The piwlity and feasibility of table
games depends on after-tax considerationsotti revenues and expenses. This study did
not specifically address the issue of table games profit.

There is a point at which gaming taxes may stifle investmequired for racinos/casinos to
be competitive with gaming venues in competing gaming statesomparison with overall
effective payments to government in other gaming states made and Pennsylvania ranked
below five other gaming states. With respect to paymentgovernment from table games,
Pennsylvania ranked in the lower tier of slot-table gamtestunder both HB 21 and SB 1033
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Appendix 1: Thoroughbred Purses by State (Top 50 Ou t of 82 with 10 or more days of racing), 2008

Ave. Daily
Purse Rank Track State Days Total Purse  |Ave. Daily  Purse Racino

1 Saratoga NY 36 $28,458,468 $790,513

2 Keeneland KY 33 $20,896,353 $633,223

3 Belmont NY 95 $53,516,302 $563,329

4 Del Mar CA 43 $22,260,154 $517,678

5 Santa Anita Park CA 77 $38,486,063 $499,819

6 Oak Tree at Santa Anita CA 23 $10,327,851 $449,037

7 Churchill Downs KY 78 $32,779,474 $420,250

8 Hollywood Park CA 100 $40,688,460 $406,885

9 Aqueduct NY 119 $44,380,455 $372,945

10 Fair Grounds LA 82 $28,511,482 $347,701 *
11 Monmouth Park NJ 100 $34,619,100 $346,191 *x
12 Gulfstream Park FL 89 $28,242,014 $317,326 *
13 Philadelphia Park# PA 214 $63,373,900 $296,140 *
14 Fairplex Fair CA 16 $4,582,768 $286,423

15 Oaklawn Park AR 53 $14,775,976 $278,792 *
16 Pimlico MD 31 $8,473,726 $273,346

17 Arlington Park IL 96 $26,110,368 $271,983

18 Meadowlands NJ 41 $10,852,085 $264,685 *x
19 Delaware Park DE 136 $32,785,792 $241,072 *
20 Kentucky Downs KY 6 $1,349,550 $224,925

21 Presque Isle Downs PA 101 $22,357,057 $221,357 *
22 Delta Downs LA 88 $19,436,208 $220,866 *
23 Evangeline Downs LA 84 $17,868,228 $212,717 *
24 Remington Park OK 67 $14,026,919 $209,357 *
25 Colonial Downs VA 47 $9,502,460 $202,180

26 Louisiana Downs LA 85 $17,085,255 $201,003 *
27 Calder Race Course FL 160 $30,255,840 $189,099

28 Hawthorne IL 111 $20,863,005 $187,955

29 Laurel Park MD 124 $23,199,791 $187,095

30 Lone Star Park X 65 $12,046,515 $185,331

31 Sunland Park NM 75 $13,194,675 $175,929 *
32 Prairie Meadows 1A 90 $15,771,690 $175,241 *
33 Charles Town WV 225 $39,313,800 $174,728 *
34 Tampa Bay Downs FL 94 $15,715,954 $167,191

35 Golden Gate Fields CA 127 $20,014,057 $157,591

36 Bay Meadows CA 70 $10,862,110 $155,173

37 Zia Park NM 53 $8,076,829 $152,393 *
38 Santa Rosa Fair CA 12 $1,747,188 $145,599

39 Mountaineer Park WV 215 $30,862,390 $143,546 *
40 Hoosier Park IN 63 $8,935,920 $141,840

41 Pleasanton Fair CA 11 $1,525,403 $138,673

42 Turfway Park KY 105 $14,237,370 $135,594

43 Bay Meadows Fair CA 10 $1,351,160 $135,116

44 Ellis Park KY 39 $5,235,165 $134,235

45 Atlantic City NJ 6 $799,698 $133,283

46 Penn National PA 178 $23,397,388 $131,446 *
47 Canterbury Park MN 67 $8,439,923 $125,969

48 Solano Fair CA 11 $1,292,412 $117,492

49 Finger Lakes NY 157 $18,352,358 $116,894 *
50 Sam Houston X 44 $5,126,484 $116,511

*slot racino, **purse supplement from casinos. #source: Pennsylvania Thoroughbred Horsemen'’s Assaociation.
Source: Evan I. Hammonds, "Pressure Drop", The Blood Horse, March 7, 2009, 894-896.
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Appendix 2: Harness Purses by State (tracks with 10 or more race days), 2008

Ave. Daily
Purse Rank Track State Days [Total purses Ave. Daily  Purse Racino

1 | Red Mile KY 35 $13,616,275 $389,036
2 | Meadowlands NJ 149 $53,546,706 $359,374 *x
3 | Chester PA 151 $41,597,865 $275,483 *
4 | Dover Downs DE 134 $29,348,153 $219,016 *
5 | Pocono Downs PA 95 $17,109,369 $180,099 *
6 | Yonkers Raceway NY 253 $45,185,988 $178,601 *
7 | Meadows PA 208 $34,380,356 $165,290 *
8 | Harrington DE 109 $17,124,581 $157,106 *
9 | Tioga Downs NY 59 $7,493,219 $127,004 *

10 | Indiana Downs IN 80 $9,065,779 $113,322 *

11 | Hoosier Park IN 71 $7,396,616 $104,178 *

12 | Balmoral Park IL 176 $16,491,738 $93,703

13 | Hawthorne Park IL 39 $3,594,785 $92,174

14 | Saratoga Raceway NY 169 $14,266,124 $84,415 *

15 | Freehold NJ 191 $14,846,488 $77,730

16 | Maywood IL 88 $6,516,865 $74,055

17 | Pompano Park FL 160 $11,673,833 $72,961 *

18 | Hazel Park Mi 92 $6,548,759 $71,182

19 | Batavia NY 60 $4,168,838 $69,481 *

20 | Vernon Downs NY 90 $5,912,475 $65,694 *

21 | Buffalo Raceway NY 84 $5,131,802 $61,093 *

22 | Colonial Downs VA 34 $2,018,039 $59,354

23 | Rockingham NH 55 $2,820,023 $51,273

24 | Scioto Downs OH 68 $3,481,547 $51,199

25 | Monticello Raceway NY 223 $10,951,165 $49,108 *

26 | Cal Expo CA 142 $6,853,684 $48,265

27 | Northville Mi 88 $4,015,118 $45,626

28 | Rosecroft MD 49 $2,202,429 $44,948

29 | Northfield OH 209 $9,243,746 $44,228

30 | Scarborough ME 125 $4,315,353 $34,523

31 | Prairie Meadows 1A 18 $616,600 $34,256 *

32 | Lebanon OH 62 $1,914,158 $30,874

33 | Bangor ME 54 $1,643,735 $30,440 *

34 | Plainridge Racecourse MA 100 $2,931,098 $29,311

35 | Jackson Raceway Ml 31 $865,548 $27,921

36 | Ocean Downs MD 40 $1,078,070 $26,952

37 | Raceway Park OH 77 $1,952,224 $25,354

38 | Sports Creek Mi 66 $1,322,768 $20,042

39 | Running Aces MN 53 $1,048,203 $19,777

40 | Bluegrass Downs KY 17 $283,481 $16,675

41 | Thunder Ridge KY 24 $264,160 $11,007

*slot racino, **purse supplement from casinos
Note: Included tracks had 10 or more race days in 2008. Canadian tracks not included.
Source: U.S. Trotting Association

Page 29 Thalheimer Research Associates




Biography

Richard Thalheimer, Ph.D., President
Thalheimer Research Associates (TRA, Inc.)
107 West Short St.

Lexington, KY 40507

Tel: 1-859-255-3073
Fax: 1-859-254-8103
e-mail: rthal@gte.net

Richard Thalheimer has been involved in many arébasiness and economic research for
over 30 years and has a variety of both academitratiel journal publications. Dr. Thalheimer has
an undergraduate degree in Metallurgy, a Masters degBaesiness Administration, and a Masters
and Ph.D. in economics. Before starting his busireess academic career, he worked in the
Kentucky Revenue Cabinet for eight years and was ExecDhirector of the Office of Revenue
Estimating and Economic Analysis. He is presideftt@iheimer Research Associates, Inc. (TRA,
Inc.) an economic research and consulting firm in Lggwein, Kentucky, founded in 1983. Along
with his consulting firm position, Dr. Thalheimer wasProfessor in the Department of Equine
Business at the University of Louisville from 1989 throu@®& Courses taught there included
eguine marketing, equine financial management, cuegunne issues and the economics of racing
and other forms of gaming, including lottery and casinoiggnbr. Thalheimer has consulted with,
and generated economic research reports for, mariieenti the racing and gaming industries,
other industries, and local, state and national govertaniis areas of specialization are primarily
the economics of the race horse industry, the casimong industry and the racino (casino gaming
and racing at a single facility) gaming industry. He as/ided expert testimony before various
racing and gaming commissions and in court cases®the country. Internationally, Thalheimer
Research Associates has conducted economic analysles parimutuel wagering industries in
South Africa, Singapore and Norway. Dr. Thalheimerb®en an invited speaker at the AEP/EAP
Conference (European Association of Parimutuel Totaliddanagers) in Copenhagen, Denmark
and in Stockholm, Sweden. He has been a subcontractar\William Eadington, University of
Nevada, Reno) with the Swiss Institute of Compardtae for the economic portion of a report
investigating the effect of barriers to gaming in Eté

Dr. Thalheimer has presented results of his researitie equine and gaming industries at
many conferences both in the U.S. and at internatlonations. Results of his research have been
widely published in racing and gaming industry publicatsunsh as the Thoroughbred Times, The
Blood Horse, International Gaming and Wagering Busirsesb Global Gaming Business. His
works have also been published in academic journals asiApplied Economics, Contemporary
Economic Policy, Economic Inquiry, Journal of Economicsl 8usiness, Journal of Regional
Science and Urban Economics, Journal of ForecasMapagement Science, the Southern
Economic Journal, and the Journal of Agricultural Apglied Economics.

Page 30 Thalheimer Research Associates



